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Oil Crisis and COVID Financial Effects on Solar
Introduction
Oil crises has significantly impacted many sectors all over the world because of
COVID-19. Major and alarming numbers are reflecting the impact on economies.
For many years, the world have not experienced what is now a reality. Even the
renewable sector is being impacted. However, some segments within the solar
sector were not greatly impacted as others. Challenges remain and measures in
response to crisis were visible in the MENA region. To dive in to the challenges
facing solar the MENA region, MESIA had the pleasure to work with Finergreen to
produce this snapshot.

Oil Crisis
i. Context of Oil Prices in MENA Countries
Oil prices have fallen by about 50% since the COVID-19 outbreak, to the lowest
point in more than 20 years after adjustments for inflation, as travel restrictions
introduced by governments around the world have reduced the demand for oil and in
the absence of a new production agreement among Organization of Petroleum
Exporting Countries and other major oil producers (OPEC+). The subsequent
production cut agreement by OPEC+ at the start of April, complemented by further
production cuts by oil exporting G20 economies, could provide some support to oil
prices, particularly if global demand increases. Other commodity prices have also
fallen sharply on slowing global growth. Decreases in oil prices are so large that
fiscal
fiscal and export
revenues
are
expected
to
decline across all
oil-exporting
countries in the
region. The lower
oil and commodity
receipts will impact
government policy
as it focuses on
addressing
the
crisis
in
some
countries, putting
pressures
on
exchange
rates
and
government
budgets,
and
weakening
external positions.
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ii. Impact on Renewables:
Renewable energy is one of the few sectors that has managed to stay strong despite
the globally devastating effects of covid , with new deals and new records being struck
globally. The pandemic has struck, but the sun still shines and the wind still blows. As
long as the grid can accept power injection and governments and private offtakers
remain committed to their clean energy targets, the business case remains strong for
renewables. If anything, reduced pollution and improved air quality has increased the
yield in many solar plants across the world (Germany, Spain and the UK broke national
records in daily solar output). In UAE as well, clearer skies prompted by a dramatic
drop in air and road traffic have offered an unexpected boost to solar power
production. In solar PV and CSP plants, this can happen due to the improvement of
the irradiation received by solar panels and the reduction of the soiling on the surface
of the photovoltaic panels and concentrated solar power mirrors.
“Renewable energy is one of the few

sectors that has managed to stay
strong despite the globally devastating effects of COVID , with new deals and
new records being struck globally”
On the larger Utility scale, as seen
below, the LCOE of solar and wind still
remains lower than thermal power
generation. Even though international
natural gas prices have fallen, it still
does not beat the LCOE of solar PV.
The general feeling is that, while
workers and materials are still available,
industry experts are concerned about
the state of the financial sector.
Securing debt from banks could
become more complicated as banks
adjust their risk appetites and tighten
lending.
The impact on mega projects and upcoming tenders has however been
considerable, given that governments are forced to restructure their budgets, policies
and strategies leading to delays in launching new projects and/or negotiation of
existing projects/contracts. However, commitment of the region towards clean
energy amidst the covid pandemic remains strong with Saudi Arabia announcing
results of Round 2 of the REPDO program for 1.47 GW capacity and Abu Dhabi
announcing lowest ever solar tariff for the 1.5GW tender. These efforts amidst
lockdown and social distancing, reinforce the regions energy diversification plans
and continue to support the thriving clean energy sector. Industry experts are
confident that as the business model for renewables is long term, robust and stable,
short term disruptions such as covid will have limited impact and the sector will
ultimately bounce back.
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COVID Crisis Impacts on Renewables
As
the
COVID-19
pandemic sweeps across
the world, growth in the
Middle East and Central
Asia region is projected
to fall from 1.2%in 2019
to –2.8 % in 2020— lower
than the growth rates
during the 2008 global
financial crisis and the
2015 oil price shock —
before rising to 4.0% in
2021, as the global
effects of the virus
Cases in MENA as of 26th May 2020, Source: MEED
subside and global policy
rekindles growth and recovery. In line with the rest of the world, the regional forecast
for 2020 has been significantly revised down from the October 2019 World Economic
Outlook (5.7% points lower), mainly reflecting the expected economic fallout from the
pandemic.

1- Supply Chain Disruption
In GCC countries, growth is projected to contract by 2.7 % in 2020. Non-oil activity is
expected to suffer reductions in the near-term outlook, contracting by 4.3 % this year,
a significant downward revision from the 2.3 % growth projected in the October 2019
Regional Economic Outlook for the Middle East and Central Asia. The service, retail,
hospitality and tourism sectors have been particularly hard hit by the spread of
COVID-19 and containment measures, raising challenges for those countries where
these industries command a large share of output (Bahrain, Qatar, and UAE).
Manufacturing has also slowed, and investment plans have been delayed across
most of the region. Oil GDP is also expected to slow in contract by 0.3%, though
overall oil production is set to fall further with the latest OPEC+ agreement,
underscoring downside risks to oil GDP growth.
Growth in non-GCC countries is also set to weaken, with both oil and non-oil GDP
contracting markedly in 2020. Oil GDP is projected to contract by 5.9%, on lower
production, and non-oil GDP by 6% , on the widespread effects of the substantial
coronavirus outbreak and containment measures. After a steep recession in 2019,
Iran’s economy is expected to contract further, declining by 6 percent. Growth is
projected to contract by 5.2 % in Algeria, because of declining oil production capacity
and loss of export market share, and by 4.7 % in Iraq, where mass social protests
are disrupting activity and oil production is projected to contract by 2 % from ongoing
security and supply chain constraints.
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1- Supply Chain Disruption Cont’d
Even though the countries
themselves
are
facing
a
contraction in economic output,
solar supply chains remain
robust and are expected to
regain operations once the crisis
eases
off.
Global
PV
manufacturing
capacity
is
concentrated in few major
markets such as China, the US,
Taiwan and Japan, and these
regions have already resumed
economic activity. For projects
under operations, such as Noor
Energy 1 CSP plant in Dubai,
the focus has been to mitigate
logistics,
cost
and
labor
shortage challenges to keep the
project on schedule. The project
suppliers
suppliers confirm, that so far, supply chain disruption has been limited to minor
delays in non-critical supplies only and could be absorbed by contingencies built into
the project schedule. With the use of effective video communications, there was
limited impact on the supply of engineering expertise, solar field controls and
conceptual design service. Hiring local skilled workers also benefitted the project
company by not being affected by the ban of international flights.

2- PPA, Permitting and Deal Negotiation Slowing Down
Travel difficulties have made contract negotiations and signing harder or has delayed
them. Public institutions were or are closed and cannot provide official documents,
while some award/post award processes in KSA or in the UAE are also slowing down.
Banks as well have been slow to respond to financing needs, and there is a question
mark on liquidity available for renewable projects in the short term.
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3- Injection to Grid
In Europe, even though demand for electricity has plunged by as much as 20% in areas under
lockdown, operating renewables assets have not encountered curtailment or disconnection
because have preferential access to the electricity grid. They enjoy a larger share of power
supply as coal and gas have been pushed out entirely. Most wind and solar projects are also
insulated from the market price, either through fixed tariffs or long-term purchase deals —
further limiting the impact on renewable owners. However in this region, for e.g. in Jordan
with high penetration of distributed energy, wheeling projects have been disconnected from
the grid due to reduced demand and to prevent adverse effected on the power grid. The
revenue payments have thus stopped for a few weeks, however they should be reconnected
soon (if not already).

Conclusion : Positive Outlook
Forecasted developments in Solar
ü

Latest or upcoming Tenders
§ REPDO Round 2 – Not yet awarded
§ Al Dhafra
§ Maktoum 5
§ Oman (closing of Ibri II and tender of the Manah 1 and 2 projects delayed)
§ Noor PV 2 (Morocco, start of the tender, EOI)
§ Jordan (PV tender)
§ Algeria 4GW project (announced)

ü

Development in Policies/regulations:
§ Opening of C&I market in Tunisia - The Tunisian government has issued a
decree that will allow private companies to produce renewable energy for
self-consumption purposes, with excess power to be sold to utility STEG
under net metering rules, in addition to the right to sell electricity to large
energy consumers. The new rules set out the conditions under which
national grid infrastructure can be used by projects to sell electricity to
third-party customers through bilateral PPAs. This is particularly beneficial
to large energy intensive industries who can now secure solar PPA’s at
competitive prices.
§ Egypt new regulations: Electricity prices have been reduced in Egypt due to
the impact of COVID, to provide some relief to businesses. It remains to be
seen how long the prices would stay low as Egypt is in route to removing
subsidies on electricity prices in the next 3 years. This prevalent low tariffs
could make C&I solar projects less feasible in the country.
Sources:
1.Rating agencies report: S&P and Moody’s (Public domain information)
2.Regional Economic Outlook Middle East and Central Asia, IMF, April 2020
3.Financial Times
4.EV Wind
5.The impact of low oil prices and covid on ME electricity sector - AFRY, April 2020
6. PV Magazine
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